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i1~~r 2JEmkE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

8ept:eIIi)er 18, 1997

IN RE: UNIVERSAL SERVICE
GENERIC CONTESTED CASE

)
)
) DOCKET NO. 97-00188
)
)
)

ORDER ESTABLISHING INTRASTATE DISCOUNTS FOR SCHOOLS
AND LIBRARIES PURSUANT TO SECTION 154(h) OF

THE TELECOMMUNICATIONS ACT OF 1996 AND FCC ORDER 97-157

This matter is before the Tennessee Regulatory Authority (the Authority) on its own motion at a

regularly scheduled conference held on July 1, 1997, pursuant to 47 u.s.c. 254(h) of the

Telecommunications Act of 1996 and Federal Communications Commission (FCC) Order 97-157. The

purpose of this Order is to adopt the federal discount levels for intrastate telecommunications services. to

pemlit schools and libraries in Tennessee to begin using the discounted services January 1, 1998, and to

provide requisite State approval so that schools and libraries may begin applying for federal funding with

the School and Libraries Corporation as soon as the applications arc available. Sce the Supplemental

Infonnation attached to this Order, Question number 31. for details on the FCC .\'econd Order on

Reconsideration issued July IK. 1997.

Background for the Order

In February, 1996, the United States Congress passed the Telecommunications Act of J996

("Telco Act"). The Telco Act was enacted to further competition and reduce regulation for American

telecommunications consumers. As a part of the Telco Act, a provision was made for preservation of

Universal Service under § 254. Such preservation of Universal Service would provide a funding



mechanism to ensure access to telecommunications services for low-income, rural, insular and high cost

areas at a cost comparable to those in urban areas for similar services. The responsibility for implementing

the Telco Act was delegated to the FCC, and on May 8. 1997, the FCC issued its Report and Order. FCC

Order No. 97-157 (Docket Number 96.45), implementing key portions of Section 254 of the Telco Act

which addresses universal service,' The order concluded several things, including identification of services

to be supported by federal universal service funding and the mechanisms whereby such funding will be

provided. Discounts on telecommunications services and certain non-telecommunications services for

schools and libraries are among the items earmarked for federal funding.

The FCC Order provides for federal funding of both interstate and intrastate services for schools

and libraries. Eligibility for the discounts is predicated upon adoption by the states of discount levels no

less than the federal discount levels for intrastate services. While the FCC adopted rules that will permit

schools and libraries to begin using the discounted services on January 1, 1998, they may begin applying

for funding July 1, 1997, or as soon as the application is completed by the School and Library Corporation

established by the National Exchange Carrier Association, Inc. We will address the adoption of intrastate

discounts for schools and libraries in this Order. We have also attached, as a supplement to this Order,

infonnation from the FCC on questions which have been posed to them on the way the application process

will work, how discounts will be applied, and who will administer the the federal fund distributions under

the FCC Order. It should be noted that the competitive bidding requirement for eligible schools or libraries

has been suspended for contracts covering services before December 31, 1998. Question number 31 in the,

Supplement on frequently asked questions attached to this OrderI has the full text of the paragraph in the

FCC decision on this exception.

I The paragraphs addressed are 424 through 606 ofthe Report and Order.
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Discussion

In the Telco Act of 1996. Congress directed the FCC and the State Commissions to take steps

necessary to establish support mechanisms to ensure the delivery of affordable telecommunications service

to all Americans, including low-income consumers, eligible schools and libraries. and rural hcaJthcare

providers. The Telco Act ofJ996 requires that states establish intrastate discounts on designated (but not

limited to named) services provided eligible schools and libraries.:!

While Section 254(h)(1)(B) of the Telco Act pennits the states to detennine the level of discount

available to eligible schools and libraries with respect to intrastate services, the FCC states in paragraph

550 of its Order that the Telco Act does nothing to prohibit federal funding ofsuch intrastate discounts, nor

does it prohibit conditioning that funding on state adoption of the federal discount levels. Accordingly, the

FCC has decided to exercise its authority to provide federal universal service support for intrastate

discounts. No state funding is required for these intrastate discounts, as long as the FCC discount levels are

adopted. The participating providers. such as a Local Exchange Carrier (LEC), referred to as "carriers"

throughout the FCC Order, will be compensated for the discounts provided to schools and libraries

completely through the federal universal service fund. It should be carefully noted that this funding is not

supplemental to state funding, and that when the Federal funds for this purpose are exhausted, the State of

Tennessee has no current plans to provide additional or supplemental funding. Adoption of the FCC

funding plan docs not, however, preclude the State of Tennesscc from addressing funding to this program in

the future.

2 Specifically, the Act states: "All telecommunications carriers serving a geographic area shall, upon a bona
fide request for any ofits services that are within the definition of universal service under subsection (c)(3),
provide such services to elementary schools, secondary schools, and libraries for educational purposes at .
rates less than the amounts charged for similar services to other parties. The discount shan be an amount
that the [FCC], with respect to interstate services, and the States, with respect to intrastate services,
determine is appropriate and necessary to ensure affordable access to and use of such services by such
entities. 47 U s.c. 254(h)(1)(B)."
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The discounts range from 20 percent to 90 percent for all eligible telecommunications services,

internet access, and internal connections, subject to a 52.25 billion annual cap. The discounts are to be

applied to a pre-discount price. That price must be no higher than the lowest price the carrier charges to

similarly situated non-residential customers for similar services. The prc-discount price is the total price

that thc providers such as a Local Exchange Carrier (LEC) would receive for the services they seU to

schools and libraries. The schools and libraries would pay the carrier only the discounted rate, and thc

carrier would receive the amount of the discount from universal service support mechanisms.3 The FCC is

not requiring a carrier to file new tariffs to reflect the discounts it has applied for schools and libraries, but

rather, discounts wiU be applied to existing tariff rates where appropriate.4

The range of. discounts is correlated to students' eligibility for the national school free and reduced

lunch program, and urban or rural location based on metropolitan statistical areas (MSAs). The following

discount matrix has been adopted by the FCC:

Percent of Students Eligible Discount Level

Schools in Category Urban Discount % Rural Discount %
Estimated %

<1 3 20 25
1-19 31 40 50
20-34 19 SO 60
35-49 15 60 70
50-74 16 80 80
75-100 16 90 90

3 The pre-discount price is the price of most significance to providers of services to schools and libraries.
The pre-discount price is also highly significant to schools and libraries because they must pay the
undiscounted portion of the price. The FCC believes that this will give schools and libraries a strong
incentive to secure the lowest pre-discount price.

4 In its Order, in Section 484, the FCC clarified that the tariffed rate of a carrier would represent a
carrier's lowest corresponding price in a geographic area in which that carrier has not negotiated rates that
differ from the tariffed rate.
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IT IS THEREFORE ORDERED THAT:

1. Upon consideration. we adopt the discount matrix contained in FCC Order No. 97-157. FCC

Docket 96-45, and represented in this Order for purposes of pcnnitting schools and libraries to receive

federal funding. By adopting this matrix, we do not waive the right to file an appeal on matters contained in

the FCC Order with the appropriate court ofJawor other entity.

2. That any party aggrieved with the Authority's decision in this matter may file a Petition for

Reconsideration with the Authority within ten (J 0) days from and after the date of this Order.

3. That any party aggrieved with the Authority'5 decision in this matter has the right of

judicial review by filing a Petition for Review in the Tennessee Court of Appeals, Middle Section,

within sixty (60) days from and after the date of this Order.

ATTEST:

EXECUTIVE SECRETARY
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BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

IN RE: UNIVERSAL SERVICE
GENERIC CONTESTED CASE

)
)
) DOCKET NO. 97-D0888
)
)
)

ORDER ESTABLISHING INTRASTATE DISCOUNTS FOR SCHOOLS
AND LIBRARIES PURSUANT TO SECTION 254(h) OF

THE TELECOMMUNICATIONS ACT OF 1996 AND FCC ORDER 97-157
SUPPLEMENTAL INFORMATION

Frequently Asked Questions on Universal Senrice and the Sltowe-Rockefeller-Exon-Kerrey
Amendment Released July 2, 1997 by the Federal Communications Commission.

On May 8, 1997, the Federal Communications Commission (Commission) released a Report and
Order on Universal Setvice. Section 254(h) of the Telecommunications Act of 1996, better
known as the Snowe-Rockefeller-Exon-Kerrey AmeIJdment, states that schools and libraries
should have access to telecommunications setvices for educational purposes at discounted rates.

1. Eligibility for Universal Senrice Discounts

#1 Q: Which schools are eligible to receive discounts?

A: The Commission concluded that, to be eligible for universal service discounts, a school must
meet the statutory definition of an elementary or secondary school found in the Elementary and
Secondary Education Act of 1965, must not operate as a for-profit business, and must not have
an endowment exceeding $50 million. Both public and non-public elementary and secondary
schools that meet these criteria, will be eligible to receive discounts on eligible services.

#2 Q: Which libraries are eligible to receive discounts?

A: The Commission concluded that, to be eligible for universal service discounts, a library
must operate as a not-for-profit business and must be eligible for assistance from a state library
administrative agency under the Library Setvices and Technology Act (LSTA). In addition,
while the definition of library in the LSTA includes public libraries, public elementary or
secondary school libraries, academic libraries, research libraries that are not affiliated with an
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institution of higher education, and private libraries subject to state determination, the
Commission concluded that a library's eligibility for universal service discounts funding will
depend on its funding as an independent entity. "Independent" means that the budget of the
libra!)' must be completely separate from that of any institution of learning. For example,
because institutions of higher education are not eligible for universal service discounts, an
academic library will only be eligible ifits funding is completely separate from the funding ofany
institution of higher education. On the other hand, a library within an eligible school will be
entitled to receive discounted services as part of the school.

#3 Q: Will eligible schools and libraries applying for discount funding be allowed to aggregate
their demand for telecommunications service with others?

A: Yes. The Commission encourages eligible schools and libraries to aggregate their
demand with others to create a consortium with sufficient demand to attract competitors and
negotiate lower rates. It is important to note that entities not eligible for universal service
discounts will benefit from lower pre-discount prices from such aggregation, but they will not
be permitted to gain eligibility for discounts by participating in consortia with those who are
eligible. Clearly, this will place responsibility on consortia to keep careful records of their
expenses so that only the eligible entities receive the discounts.

#4 Q: With whom will eligible schools and libraries be permitted to aggregate demand?

A: Eligible schools and libraries may aggregate demand with other eligible schools and
libraries, rural health care providers, public sector (governmental) entities, and/or private sector
entities. Schools and libraries that join consortia composed only of other schools and libraries,
rural health care providers, and public sector (governmental) entities may, under the
Communications Act, receive below tariff rates on any eligible tariffed services they order.
Eligible schools and libraries participating in consortia that include private sector entities may
receive a universal service discount only if any interstate services that such consortia receive
from incumbent local exchange carriers are provided at generally tariffed rates.

n. Services and Functionalities Eligible for Discounts

#5 Q: What services and functionalities did the Commission find eligible for discounts?

A: Eligible schools and libraries will be able to purchase al1 commercially available
telecommunications services, Internet access, and internal connections at discounted rates.

#6 Q: What does the Commission mean by "all commercially available telecommunications
services"?

A: Because the Commission wanted to ensure that schools and libraries have maximum
flexibility to purchase different packages of services at a discount, the Commission did not
recommend a standard telecommunications package, but concluded that it would be more
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efficient to let schools and libraries determine what services they need and want. The Order
allows schools and libraries to choose from a wide array of telecommunications services and
technologies, including, for example, basic telephone service, a T-1 liDe, and wireless
telecommunications services.

#7 Q: What did the Commission decide about schools' and libraries' use ofthe Internet?

A: The Commission concluded that eligible schools and libraries should receive discounts on
non-content Internet access, which includes electronic mail (e-mail). Discounts will not apply to
the "content" that some information service providers bundle in a package with Internet access,
unless such a bundled service would be the most cost-effective conduit to the Internet. For
example, eligible schools and libraries will not receive discounted access to an Internet
subscription service unless the Internet gateway it provides is the most cost-effective way for
them to access the Internet.

#8 Q: What components of internal connections will be eligible for discounts?

A: The Commission concluded that both installation and maintenance of internal cOMections
should be eligible for discounts. Eligible schools and libraries may select both the technology and
provider that best meet their needs. For example, eligible schools and libraries may select
wireline, wireless, or cable technology provided by either a telecommunications carrier or a non
telecommunications carrier. The Commission specifically noted that equipment needed to
transport information within a school or library should be eligible for discounts, including routers,
hubs, network file servers (including the necessary software), and wireless local area networks
(LANs).

#9 Q: What services will not be eligible for universal service discounts?

A: Equipment such as computers (with the exception of network file servers) and other
hardware, software (with the exception of the software required for the operation of network file
servers), fax machines, modems, teacher training, upgrades to the electrical system, and asbestos
removal will not be eligible for discounts.

III. Discounts

#10 Q: What are the levels ofdiscount for which eligible schools and libraries may apply?

A: The Commission established a matrix that will provide discounts ranging from 20% to
90% on all commercially available telecommunications services, Internet access, and internal
connections. The level of discount will be based on a school's or library's level ofeconomic
disadvantage and its location in an urban or rural area. Here is the Commission's discount matrix:
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Percent of Students Eligible Discount Level

Schools in Category . Urban Discount % Rural Discount %
Estimated %

<1 3 20 25
1-19 31 40 SO
20-34 19 SO 60
35-49 15 60 70
50-74 16 80 80
75-100 16 90 90

#11 Q: How will a school's level ofeconomic disadvantage be determined?

A: A school's level of economic disadvantage win be defined by the percentage of its students
eligible for either a free or reduced price lunch under the national school lunch program. That is,
a school will determine the percentage of its students whose family income falls within 185% of
the poverty line. It is important to note that schools need not participate in the national school
lunch program in order to compute their level of economic disadvantage for purposes of applying
for universal service discounts. A school that either does not participate in the national school
lunch program or that experiences a problem with undercounting eligible students may use
federally approved alternative mechanisms to determine the percentage of their students eligible
for the school lunch program. A description of federally approved alternative mechanisms can be
found at 34 C.F.R. § 200.28(a)(2)(i)(B). For example, a school may choose to conduct a survey
or use eligibility for a tuition scholarship program to determine the percentage of its students
eligible for the national school lunch program for purposes of applying for universal service
discounts.

#12 Q: How will a library's level of economic disadvantage be determined?

A: A library's level of economic disadvantage will be based on the percentage of students
eligible for the national school lunch program in the school district in which the library is located.

#13 Q: Will each individual school and library be required to apply for discounted services
separately and submit its percentage of students eligible for the national school lunch program to
the universal service administrator?

A: No. If a state, group of schools or libraries, or a school district applies for discounted
services on behalf of its schools, the procurement officer must certify to the universal service
administrator the percentage of students in each of its schools that is eligible for the national
school lunch program. The school district or the state may decide to compute the discounts on an
individual school basis or it may decide to compute an average discount. (See question 14.) In
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either case, the state or the district should strive to ensure that each school receives the fun benefit
of the discount to which it is entitled. Similarly, libraries ordering discounted services at the
library system level must certify to the percentage of students eligible for the national school
lunch program in each of the school districts in which its branches are located. The library
system may compute discounts on either an individual branch basis or based on an average of an
branches within the system, but should strive to ensure that each branch receives the discount to
which it is entitled.

#14 Q: How will a school district or a state ordering services on behalf of its eligible schools
calculate an average discount?

A: The school district or state will determine the number of students eligible for the school
lunch program and witt divide that number by the total number of students in the school district or
state. This calculation will yield the district-wide or state-wide level of poverty. The school
district or the state will then consult the discount matrix to determine the level of discount to
which it is entitled.

#15 Q: If a library system orders services on behalf of its branches and has branches located in
different school districts, how will that library system calculate an average discount?

A: The library system will determine the discount to which each of the school districts in
which its branches are located is entitled. The library system will then .add the discount
percentages and divide by the number of branches, which witt yield the system-wide discount
percentage.

#16 Q: How will an eligible school or library determine whether it is located in an urban or a
rural area for purposes ofapplying for universal service discounts?

A: The Commission concluded that, for purposes of the schools and libraries discount
program, rural areas should be defined in accordance with the definition adopted by the
Department of Health and Human Services Office of Rural Health Policy (ORHPIHHS).
ORHPIHHS uses the Office of Management and Budget's Metropolitan Statistical Area (MSA)
designation of metropolitan and non-metropolitan counties, adjusted by the most recent
Goldsmith Modification, which identifies rural areas within large metropolitan counties. Both the
list of MSAs and the Goldsmith Modification will be posted on the Common Carrier Bureau's
homepage (www.fcc.gov/ccb) and on the FCC's education webpage
(www.fcc.govlleamnet).

#17 Q: How will the discount program actually work? Who will receive funds from the
universal service administrator?

A: Schools and libraries will only be required to pay the portion of their bill remaining after
the discount has been applied. For example, a school that is eligible to receive a 60% discount
will be required to pay only 40% of the bill. It will be up to the service providers providing
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discounted services to apply for reimbursement ofthe remaining 60% ofthe bill from the universal
service administrator.

IV. Funding

#18 Q: How much money will be available each year for the schools and libraries discount
program?

A: The Commission concluded that there should be an annual cap of $2.25 billion on
universal service expenditures for eligible schools and libraries.

#19 Q: What is the funding year for the schools and libraries program?

A: The funding year win be the calendar year.

#20 Q: What is the source ofthe money used to pay for universal service discounts?

A: All telecommunications carriers that provide interstate telecommunications services are
required to contribute to universal service support mechanisms. Telecommunications
carriers required to contribute will receive biJJs from the universal service administrator; their
assessments for the schools and libraries discount program will be based on their interstate and
intrastate end-user telecommunications revenues.

#21 Q: How win the universal service administrator know how much money to collect for the
schools and libraries program?

A: Because the schools and libraries program is new and demand cannot be predicted with
certainty, the Commission concluded that collection should be based on demand as that demand
becomes known.

#22 Q: How will collection and spending for schools and libraries work in the first year of the
program?

A: The Commission concluded that collection and spending for the period through June,
1998, should be limited, in light of both the need to implement the necessary administrative
processes and the need to make the fund sufficiently flexible to respond to demand. That is, the
Commission directed the universal service administrator to collect $100 million per month during
the first quarter of 1998 and up to $700 mimon in the second quarter. The Commission also
stated that the universal service administrator could collect up to $1.25 billion in the last half of
1998.

#23 Q: How will collection and spending for schools and libraries work in subsequent years of
the program?

6



A: Collection and spending for the universal service discount program will continue to
depend upon demand for amounts under the 52.25 biUion annual cap. The Commission directed
the universal service administrator to report on a quarterly basis to the Commission on two
aspects of universal service: (1) the total amount of payments made to service providers
providing eligible services to schools and libraries at a discount; and (2) the administrator's
determination of funding requirements necessary to meet projected demand for the next quarter.
Both of these reporting requirements win help the administrator and the Commission gauge the
level of demand for schools and libraries universal service funding.

#24 Q: What happens if demand in a particular year fans below the annual cap of52.25 billion?

A: The Commission stated that, if less than 52.25 billion is spent in calendar year 1998, no
more than half of the unused portion can be spent in calendar year 1999. If the amount allocated
in calendar years 1998 and 1999 is not spent, no more than half of the unused portion for those
two years can be spent in calendar year 2000.

#25 Q: What happens ifdemand in a particular year exceeds the annual cap of52.25 billion?

A: If during any given year only 5250 million remains available for funding discounts, a
priority system win go into effect under which the most disadvantaged schools and libraries that
have not yet requested universal service funding wilJ have first priority for remaining funds. If the
5250 million trigger is reached, the universal service administrator will ensure that a message is
posted on the administrator's website, notify the Commission, and take reasonable steps to notify
the educational and library communities that commitments for allocating the remaining 5250
million will be made only to the most disadvantaged schools and libraries for the next 30 days (or
the remainder of the funding year, whichever is shorter). That is, during the 3D-day period,
applications from schools and libraries will continue to be accepted and processed, but the
administrator will only commit funds to support discount requests from schools and libraries that
are in the two most-disadvantaged categories of the discount matrix and that did not receive
universal service discounts in the previous or current funding years. To avoid discouraging
schools and libraries from applying for discounts on basic telephone service, however, schools and
libraries that are in the two most-disadvantaged categories will not forfeit their priority status if
they have previously applied only for discounted basic telephone service.

#26 Q: What happens if funds still remain after the initial 30-day period has elapsed?

A: If uncommitted funds still remain after the initial 3D-day period, pending requests from
schools and libraries in the two most disadvantaged categories that have previously received
universal service discounts will be honored. If funds still remain, the administrator will allocate
the remaining available funds to schools and libraries in the order that their requests were received
until the 5250 million is exhausted or the funding year ends.

V. Restrictions Imposed on Schools and Libraries
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#27 Q: Are eligible schools and libraries permitted to reselJ the discounted services they
receive?

A: No. The Act bars schools and libraries from reselling services purchased pursuant to a
universal service discount, and the Commission concluded that the Act should be interpreted to
restrict any resale of services purchased under the universal service discount program to entities
that are not eligible for support. The Commission also concluded that this prohibition on resale
does not prohibit an eligible school or library from charging fees for any services that schools or
libraries purchase for which they receive no universal service discounts. For example, an eligible
school or library may assess computer lab fees to help defray the cost of computers or training
fees to cover the cost of training teachers or library personnel because neither of these purchases
are subject to universal service discounts.

VI. Applying for Discounts

#28 Q: What must schools and libraries do before applying for discounted services?

A: Schools and libraries must prepare technology plans covering both the near term and the
future. Technology plans should specify how schools and libraries plan to integrate the use of
these technologies into their curriculum. The Commission concluded that, to ensure that these
technology plans are based on the reasonable needs and resources of the applicant and are
consistent with the goals of the program, the plans must receive independent approval, ideally by
a state agency that oversees schools or libraries. In addition, the Commission is working with the
U. S. Department ofEducation to develop alternative approval procedures.

#29 Q: If a school or library has a technology plan that has already been approved for another
purpose, will that school or library have to go through another approval process?

A: No. Plans that have been approved for other purposes, e.g., for participation in federal or
state programs such as "Goals 2000" or the Technology Literacy ChalJenge, will be accepted
without need for further independent approval.

#30 Q: What do states have to do before their schools and libraries may apply for discounted
services?

A: Before their schools and libraries are eligible to apply for discounted services, states must
adopt a discount matrix for intrastate services with entries at least equal to those in the discount
matrix for interstate services adopted by the Commission. It is important to note, however, that
the federal universal service support mechanism will pay for schools' and libraries' discounts on
both intrastate and interstate services.

#31 Q: How will schools and libraries apply for discounted services?·

A: Schools and libraries will be required to participate in a competitive bidding process in
order to apply for discounted services. Schools and libraries will be required to complete an
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application which wi]] include a description of the services requested, self-certification of the
percentage of students eligible for the national school lunch program, and self-certification that
the school or library is eligible to participate in the universal service discount program and that it
will not resell any discounted services. The completed application will be submitted to the
universal service administrator, who will post it on a website dedicated exclusively to this
purpose. Competing providers will then have the opportunity to bid on the schools' and libraries'
descriptions of services. Schools and libraries will be required to wait four weeks after their
applications are posted on the website before they may sign contracts with their chosen service
providers.

·On July 10, 1997, the FCC issued an Order on Reconsideration in Docket Number 96
45. This reconsideration addressed the May 8, 1997, Universal Service Report and Order. In
paragraph 2 the Order on Reconsideration stated:

With respect to schools and libraries, we conclude that an eligible school or
library is not required to comply with the competitive bidding requirement for any
contract telecommunications services that it signs after November 8, 1996 and
before the competitive bidding system is operational, but only if that contract
covers only services provided the eligible school or library before December 31,
1998. We also conclude that an eligible school may not receive a federal universal
service discount on services provided to it before 1998. In addition, we determine
that the Commission will consult the members of the State Joint Board in FCC
Docket No. 96-45 (96-45 Joint Board) before adopting any change in the discount
matrix for schools and libraries.

• "'On July 18, 1997, the FCC issued a Second Order on Reconsideration in Docket Number 96
45. This reconsideration addressed the May 8, 1997, Universal Service Report and Order. In
paragraph 57 the Second Order on Reconsideration stated:

As noted above, we reconsider, on our own motion, our decision to require
[the]t administrator to select a subcontractor to manage the application process
for eligible libraries and instead direct NECA (National Exchange Carrier
Association, Inc.) to incorporate two not-for-profit, unaffiliated corporations
which will be responsible for administering the schools and libraries and rural
health care [funding programs] except for those matters directly relating to billing,
collection and [distribution] of funds. Specifically, we conclude that the structure
and carefully delineated respon[sibilities of] the corporations, as set forth herein,
will provide for greater accountability and administration of the schools and
libraries and rural health care programs than woul[d the] approach adopted earlier
because a subcontractor, unlike the Corporations, would not [be] accountable to
the Commission. Accordingly, as soon as possible following release o[f this]
Order,NECA shall incorporate the Corporations as unaffiliated, not-for-profit
corpo[rations under] the laws of Delaware. The Corporations shall be designated

f Original text was lost in downloading and printing. Words have been inserted for the sake of clarity.
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the Schools and Libraries' Corporation and Rural Health Care Corporation.
NECA initially shan establish the S[choals and] Libraries and Rural Health Care
Corporations and then take such steps as are neceessa[ry and ] appropriate under
Delaware and federal law to make the Corporations independent of, [and]
unaffiliated with, NECA and USAC. We direct NECA to submit to the
Commission for approval the proposed articles of incorporation, bylaws, and any
documents necessary [to] incorporate the Corporations by August 1, 1997, in
order to permit us to determine NECA's establishing the Corporations whether the
requirements of this Order have hee[n] satisfied.

#32 Q: Is there any limit on the amount that service providers can charge eligible schools and
libraries for services eligible for universal service discounts?

A: Yes. The Commission called the amount that service providers charge to schools and
libraries prior to the application of a discount, the "pre-discount price." The Commission
concluded that the pre-discount' price cannot exceed the lowest price charged to similarly situated
non-residential customers ("lowest corresponding price"). Carriers may not be selected to be a
school's or library's provider of discounted services if the carriers submit bids higher than the
lowest corresponding price. In areas in which there is no competition (i.e., only one provider),
this lowest corresponding price would be the pre-discount price.

#33 Q: How does the Commission suggest resolving disputes over the lowest corresponding
price that may arise between providers and schools or libraries?

A: The Commission concluded that schools or libraries should be allowed to seek recourse
from the Commission if a complaint involves interstate rates, and from a state commission if a
complaint involves intrastate rates.

#34 Q: Will the Commission's competitive bidding process take the place of state and local
competitive bidding requirements?

A: No. The submission of a description of services for posting on the administrator's website
is in no way intended as a substitute for state, local, or other procurement processes.

#35 Q: How detailed a description of services must a school or library submit?

A: The Commission will require schools and libraries to submit descriptions of services that
are detailed enough to allow providers to evaluate reasonably the requests and submit bids. This
approach is consistent with the Commission's efforts to ensure that all eligible schools and
libraries have the opportunity to participate in the universal service discount progr~m. Schools
and libraries may, however, submit fonnal and more detailed requests for proposals (RFPs), if that
is required or is most consistent with their own state or local procurement requirements.

#36 Q: Who is preparing the applications that schools and libraries will submit to the universal
service administrator?
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A: The Commission is working with the U.S. Department of Education and the states to
design the schools and libraries applications.

#37 Q: Must schools and libraries apply for discounts each year?

A: Yes. In order to ensure that the greatest number of schools and libraries are able to
participate in the universal service discount program, the Commission concluded that schools and
libraries should be required to apply each year to participate in the program.

VII. Implementation

#38 Q: When can schools and libraries begin applying for discounted services?

A: For this first year of the program, applications for discounted services win be accepted as
soon as the schools and libraries website is open and the applications are available.

#39 Q: Does that mean that schools and libraries will not be able to submit applications
beginning on July 1st of this year?

A: Yes. The Commission stated that, generally, schools and libraries will not be able to apply
before July 1st for funding that will become available on the following January 1st. This
requirement was designed to ensure that the first come, first served process proceeds smoothly
from year to year. For this first year of the program, however, administrative structures must be
put in place before applications can be accepted. In addition, the Commission is currently
working with the U.S.Department of Education to design the schools and libraries applications.
The date on which applications will become available is still undetermined.
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